VERMONT INDEPENDENT POWER PRODUCERS ASSOCIATION

26 State Street, Montpelier, Vermont 05602
| 802-223-7141
Fax 802-229-7141

December 7, 2007

State of Vermont

Public Service Board

114 State Street, 4" Floor
Montpelier, Vermont 05620

Attn: Judith C. Whitney
Re: Public Service Board Workshop re Power Contracts
Dear Sir or Madame,.

‘The. Vermont Independent Power Producers Association (VIPPA) appreciates the
opportunity to comment on issues relating to the development of a policy to govern
independent power producer (also called Qualifying Facility or QF) contracts within the
State of Vermont. VIPPA representatives participated in the workshop held on
November 7, 2007 at the Public Service Board hearing room. VIPPA noted that the
majority of the workshop was devoted to discussions of long-term contracts related to
the development of new renewable power projects. VIPPA believes the discussion also
should address power purchase agreements from existing renewable projects that do
not need nor require long-term contracts in order to.be developed (i.e., that already are
developed). VIPPA's comments are as follows;

1) Mandatory Power Purchase Obligation - On February 2, 2006, the Federal
Energy Regulatory Commission (FERC) issued its Revised Regulations
Governing Small Power . Production and Cogeneration Faciliies to
accommodate changes to PURPA by the Energy Policy Act of 2008.

The regulation provides that QFs of 20MW (*Small QF") or smaller remain
entitied fo the mandatory purchase obligation afforded QFs under PURPA.
FERC’s regulations provide that Small QFs enjoy a rebuttable presumption
that- the QF does not have market access to the regional grid. In that
instance, the utility that interconnects with the QF continues 10 have the legal
obligation to purchase energy and capacity from tha QF in accordance with
the provisions of PURPA. PURPA continues to obligate an interconnecting
utility to pay the small QF its avoided costs for such energy and capacity
- purchases, The interconnecting utility has the right to file with the FERC and
attempt to rebut the presumption by showing that the Small QF has market
access to the regional bulk transmission grid. Of course, PURPA and FERC's
implementing regulations permit the utility to charge for related administrative
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casts, but reqUirés the wutility to compensate the QF for transmission loss
avoidance.

The final regulation also provides that facilities of 20MW or smaller shall
remain exempt from rate regulation under Sections 205 and 206 of the
Federal Power Act. When an existing contract with a facility expires, sales
from the facility, whether pursuant to a renewal of the existing contract or
pursuant to a new contract will be subject to sections 205 and 206 unless
otherwise exempt.

Based upon the above, VIPPA belisves that ulilities within the State of
Vermont have the obligation under PURPA to purchase energy from Small
QOFs at each utility's avoided cost if the QFs desire to sell their energy and
‘capacity . See 18C.F.R. §292.304(d).. In the instance where utility avoided
cost’ energy rates have not baen established, VIPPA believes the utility
avoided energy cost shouid be 100% of the ISO-NE LMP hourly energy rate
because, if the utility does not have the need for the hourly energy, it can be
delivered into the ISO-NE grid at the prevailing LMP hourly energy rate. .

The recent creation of the Forward Capacity Market ("FCM") in ISO-NE also
has quantified the value of capacity atiributable fo QF facilities located in the
[SO-NE territory. Under the FCM system, owners of ISO-NE generating
facilities began o receive monthly capacity payments on December 1, 2008
hased upon the rated capacity of the subject generating facility (including QF
facilities) whether the QF facility is directly connected to 1SO-NE grid or
interconnected to a local distribution company. Capacity payments now are
made separate from energy purchases and represent a value to a project
cwner in addition to energy produced from a facility. VIPPA believes such
capacity payments rightfully belong to QF projects making energy sales
under the provisions of PURPA, unless the contractual arrangermient

- specifically provides otherwise. Using the FCM pricing as a proxy for the
capacity component of a utility's avoided cost is consistent with the PURPA
and FERC's regulations. This is a reasonable way to ensure that the QF is
fairly compensated and the utility pays no more than its avoided costs.
Alternatively, the interconnecting utility coutd purchase only the QF project
energy and the QF owner could receive FCM payments directly from IS0O-NE
if that is administratively beneficial. This is possible because sach generator
in the |SO-NE region, including small QF's is registered with ISO-NE, whether
or not it has access to the ISO-NE markat..

The FERC recently reiterated in Covanta Energy Group, Docket No.
EL03-133-000, that “Avoided costs” is defined as the “incremental costs {o an
electric utility of electrical energy or capacily or both which, but for the
purchase from the qualifying facility or qualifying facilities, such utifity would
generate itself or purchase from another source." 18C.F.R. § 202.101(b)}(8)
(2003). The FERC went on to say that avoided costs were intended to put
the utility Into the same position when purchasing QF capacity and energy as
if the utility generated the electricity itself or purchased the electricity from
“another source, '
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2) Ownership of Renewahle Energy Certificates

3

The FERC also has issued specific guidance with respect to the ownership of
Renewable Energy Credits ("RECs"). In an order dated October 1, 2003,

~ Covanta Energy Group, Docket No. EL03-133-000, the FERC stated that the

Commission’s avoided cost regulations did not contamplate the existence of
RECs and the avoided cost rates for capacity and energy sold under
contracts entered into pursuant to PURPA do not cohvey the RECs, in the
absence of an express contraciual provision to the contrary,

Presently all New England states, with the exception of Vermont, have
renewable portfolio standard (*"RPS”) programs.in effect. QFs that operate
within Vermont .have the opportunity to qualify for RECs under the specific
provisions of various state RPS programs. The RPS qualification criteria
differ from state fo state. As an example, small hydroelectric facilities (5MW
or less) may qualn'y under the Connecticut RPS program, but alt hydroelectric
projects are excluded from the Massachusetts RPS program. Similarly, the
value of RECs diffars from state to state, depending upon the suppiy/demand
balance of RECs in a particular state, Presently, to the extent a Vermont
located QF qualifies under another New England states’ RPS program, the
QF will'derive its revenue from a non-Vermont source, independent of energy
and capacity sales.

Given the above circumstances, VIPPA believes that REC sales are separate
and distinct from energy and capacity sales and that REC revenue
constitutes a separate product that belongs to the Small QF project
ownerConsequently, VIPPA believes that the Small QF owner is entitled to

100% of any REC revenue derived from an RPS sale.

QF Power P'ui'chase Policies of Other New England States

Given the existence of the PURPA, the precedent setfing FERC decisions
regarding Mandatory Power Purchases from QFs of less than 20MW, and
FERC policy regarding REC ownership, other New England states have
establishad different state power purchase arrangements to conform to the
requirements of PURPA. Specific examples are as follows:

a) Connecticut — The Connecticut Public Utilites Commission has
issued Rate 980 to govern QF sales. Under Rate 980, Connecticut
utilities are obligated to purchase energy from QF at 100% of the
hourly 1SO-NE LMP energy rate. The energy rate is adjusted to
reflect the banefit of avoided transmission losses depending upon the
interconnection voltage of the QF and the time of deilivery {on-
peak/off-peak). . QFs generally receive the equivalent of 100.5% to
107.13% of the hourly ISO-NE LMP energy rate. QFs also recaive
100% of FCM capacity payments. 100% of any REC payments are
recorded in the ISO-NE system. The QF owns the RECs and sells
the RECs on the open market. A copy of the Rate schedule used by
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Connecticut Light and Power Company to implemernt Rate 980 is
attached.

b) New Hampshire - The vast majority of QF projects in New
Hampshire are located within the service territory of Public Service
Company of New Hampshire ("PSNH"). PSNH will purchase the
ehargy of any QF within its service territory under a short-term power
agreement at 100% of the hourly ISO-NE LMP rate. PSNH also
administers the 1SO-NE FCM account of the QF, then collects and
distributes 100% of the FCM payment to the QF facility. 100% of any
REC payments are recorded in the ISO-NE system. The QF owns the
RECs and sells the RECs on the open market.

c) Maine — Chapter 315 of the Public Utility Commission rules governs
QF sales in Maine, Maine is a fully deregulated state. Thus, under
their rules, the QF makes gnergy sales to the Standard Offer Provider
{energy supplier) of the intercannecting utility. Chapter 315 provides
that the QF wili receive 100% of the hourly ISO-NE LMP energy rate.
QFs also receive 100% of the FCM capacity payments. 100% of any
REC payments are recorded in the ISO-NE system. The QF owns the
RECs and sells the RECs on the open market. :

One of VIPPA's members also operates a QF facility in Maine within
the service territory of Central Maine Power Company ("CMP"). In
that instance, the QF has available a second method by which it may
sell the energy and capacity of its facility,. The QF may become a
member of ISO-NE and, under 1SO-NE governance rules, sall its
power ag an Intermittent Gensrator into the grid at 100% of the hourly
JISO-NE LMP rate. Run-of-river hydroelectric piants qualify as
Intermittent Generators. CMP has filed an OATT tariff with ISO-NE as
requirgd by FERC Order 888. The CMP OATT tanff has a
transmission wheeling out rate of 30.00/kw-yr. from the point of
interconnaction of the QF (at disfribution voltage) to CMP's
interconnection with the 1SO-NE grid (PTF). CMP assesses a
monthiy charge of $659.38 to administer the account of the |SO-NE
QF account (meter reading and reporting). The QF also receives
-100% of the FCM capacity payments. 100% of any REC payments
are recorded in the ISOQO-NE system. . The QF owns the RECs and
sells the RECs on the open market,

The ahove examples are not intended to provide a comprehensive list of
all New England states’ QF purchasing policies. VIPPA does not have access to that
information. However, these specific examples show that at least three New England
states have adopted policies that conform to the legal requirements of PURPA and the
FERC by continuing to pay Small QFs the utllity’s avoided cost rate,

VIPPA requests that the various parties responsible for setting QF purchasing
policy in Vermont consider the above information. As explained above, VIPPA believes
that QFs of less than 20 MW located within Vermont are entitled to sell energy and
capacity to the inferconnecting utility at 100% of the hourly 1SQO-NE LMP energy rate and
the prevailing FCM capacity rate unless the utility has calculated its own avoided cost
rates or makes a filing with FERC to rebut the presumption afforded Small QFS and be
removed from the mandatory purchase obligation.
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If the Public Service Board, as a matter of policy, does not desire the
interconnecting utility to purchase power under the requirements of PURPA, then VIPPA
suggests that the Public Service Board consider two alternatives.  First, utilize the
existing structure offered by the Vermont Electric Power Producer, Ing, (VEPPH to make
such short-term purchases at the utility’s avoided cost. The second alternative would be
to require each Vermaont disiribution utility to file and maintain an OATT that contains
wheeling out rates (from distribution to PTF) similar to the CMP rate ($0.00/kw-yr). In
this manner, QFs would be afforded market access to the regional powsr grid thereby
eliminating the obligation of the interconnecting utility to purchase energy from the

“interconnecting QF under the mandatory purchase obligation of PURPA. Under either of
these alternatives, VIPPA believes the QF is entitled to 100% of FCM capaclty payments
and RECs attributable to the QF facility.

. Thank you for your consideration of these comments.

Sincerely,
VERMONT INDEPENDENT
POWER PRODUCERS
Aot Do Fploster”
John Warshow '
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THE CONRNECTICUT LIGHT AND POWER COMPANY

RATE 486

NON-FIBM POWER PURDMASE
PEgs 2 of 3

ADJUSTMENT IN MARKET CLEARING PRICE #OR LINE LOSSE SAVINGS: The purchase
voltage shall be determined in accordance with the vollage level al which interconngclion is
made with the Gompany's system. The vollage lavel at which purchiages are made shali be the
levei &l which sales are made by the Company to the customer, unlegs otharwise agraed by the
Company. Purchases al Transmission vakage fevels of 64 kV o highsr are paid at the
approprialy RT-UMP market-clearing price. For purchases g vollage evels fess then B RV e
appropriste RT-LAP market-clesring prices will be insteased by the percentage shown bolow:

: Altemnatve A ‘hourly malering Alterngfive B
Purchyse Voltass Orni-Peak Hre. Lil-Peak Hrs, No tms diffarential mefer
Bulk Substation 0.50%% 0.345, A2

Primary Distribulion 4,385 2.80% 3.60%
734 4. 5%% 580%

“Secondary Distribution

Dn-Feak Hours: 7 a.m. lo 11 p.m. Easlern Standard Time, weekdays,
Off-Peak Hours: All othar hours,

- Sacondary Distribution is dolined as purchasé voltages befow 2.4 kV. Ali other coaneations to

the dislribution system wiil bs Primary Distribution. Customers gonnecied thegtigh 8 bulk.

substation or a1 voltages of 69 KV or higher are not considered Distrbution.

OWNERSHIP OF CAPACITY RIGHTS: Tnere shai be no capucily payment under any
alternative. The Comnpany shall relais ihe cupecity rights for generating uniis up lo the capanty
inal pas been subsidized by ratepayars thoough the monsiary grani process approved o the
Decision dated March 27, 2006, in Doske! No. 05-07-18. Al base load cusiomer-sice
Dislribules Gensration ("0G") projests induding comoined heal and pows? projests that resaive
g monglary grant are required lo transier the capacity righis o the Company for fitesn (15}
~ years from the date the facility begins operation.

The Customer shak retain cagacity righls i ons of the following condillons exists:

1.} The project is an emergency generator; or

2.) All of he following lhree Crileria are met: (1) the generating unil 1s not under a long-term
pawer purchase contiacl whose original term is or was one yoer of longer; (2) the generaling
st has @ gellemenl account with ISO-NE: ang (3} the generating unil is enlited 1o the capacity
in excess of thal subsidized by ratepayers through the monetary granl process. i e unique
and limited shualions whera the generating gnit i2 eniitled 10 the capasity in excess of that
subsidized by the ralepayers through the monetary grant process, the Company wil work with
ing generaling facilily o ensure thal any capscily vaug relzined by the generaling unit i3

oroperly calovlaled, claimed and allocaled,

Supersedes Rale 350
Effgctive Jonuary 1. 2000 Effectiva March 27, 2008

By Supplamental Decision dated December 15, 1933 by Decizion datad March 27, 2008
DacKet No, 89-03-36 Cotket No. 05-07-17

Rete 850.03-27-Dhdoc
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